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AT&T should be denied any additional regulatory streamlining

until it is first required to pass through to all its customers,

dollar for dollar in lower prices, the reductions in access charges

it has received. AT&T historically has failed to pass through

millions of dollars In access charge reductions. This year's

failure is the most outrageous. After urging the Commission toward

its decision to lower access rates by $1.2 billion -- $680 million

of which went to AT&T by its own calculations -- AT&T has failed to

pass through even a single penny in permanent rate reductions for

its customers.

AT&T has failed to pass through access charge reductions.

Since divestiture, AT&T has profited from a prolonged and

massive reduction in access charges. In authorizing price cap

regulation for AT&T, the Commission recognized that the impact of

changes in access charges would not be adequately reflected in a
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generic price index. 2 Specifically, the Commission found that a

possibility of lIundue distortions in the relationship between

AT&T's costs and its prices could occur if significant access cost

changes were not passed through in a timely fashion. 11
3

To avoid such distortions, the Commission's price cap formula

mandated price index adjustments to reflect changes in access rates

charged to AT&T. 4 In an attempt to ensure that all customers

benefit from the price reductions, the Commission required that the

access charge adjustment be allocated to each price cap basket of

AT&T's services. 5

It is apparent that AT&T has failed to make the appropriate

adjustments. According to a study by National Economic Research

Associates (IINERA"), since 1991 IIAT&T prices fell by about $561

million (annually) less than access charges and AT&T's industry-

specific exogenous costs fell. 1I6 Financial analysts have also

2 Policy and Rules Concerning Rates for Dominant Carriers,
4 FCC Rcd 2873, 3005 (1989) (IIAT&T Price Cap Order 11 ) •

3

4

5

Id. at 3006.

AT&T Price Cap Order at 3027-28.

AT&T Price Cap Order at 3055.

6 "Competition in the
Recent Evidence from AT&T Price
Study Director at 4 (March 16,
hereto) .

Interstate Long-Distance Markets:
Changes, 11 NERA, William E. Taylor,
1995) (IINERA Studyll) (Attachment 1

2



recognized that improved margins at AT&T reflect "an impact from

price increases and steady declines in access costS.,,7

Most recently, even AT&T has conceded that it intends to

"pocket " $330 million of the access charge reductions ordered by

the Commission this year. 8 Moreover, even though the reduction in

access rates is permanent, AT&T has announced that any pass through

it does make will be through a short-term extension of an existing

discount plan -- an extension that presumably would have occurred

anyway. 9 Thus, despite AT&T's acknowledgement that it received $680

million in access charge reductions in this year alone, it has not

passed through one penny in the form of permanent price

reductions. 1O Moreover, those reductions will redound to AT&T's

7 "The View from Wall Street: Competition in the Long
Distance Telephone Market" (quoting financial analysts from Merrill
Lynch), attachment to ex parte letter from Raymond W. Smith,
President & CEO, Bell Atlantic, to The Honorable Reed Hundt,
Chairman, Federal Communication Commission, CC Docket 94-1 (filed
March 23, 1995).

8 "AT&T to Pass $350 Million in Savings on to Consumers,"
Wall St. J., at B4 (May 19, 1995) ("AT&T said it will pass along
$350 million in savings to consumers thanks to new ordered rate
cuts in the access fees it pays to local phone companies and
pocket another $330 million for itself.") (emphasis added) .

9 See Mike Mills, "Critics Doubt AT&T Plans to Pass on
Lower Rates; Firm to Extend 'True Savings' Discount Offer," Wash.
Post, at F3 (May 19, 1995) (" rather than lowering rates. . the
company said it would pass on the savings by extending its True
Savings discount program by another six months.").

10 Unbelievably, AT&T has blamed Commission rules for its
failure to lower rates. "AT&T to Pass $350 Million in Savings on
to Consumers," Wall St. J., at B4 (May 19, 1995) ("An AT&T
spokesman said the company can't pass along more of the savings to
consumers because it is already near the federally set floor for
the rates it charges.").
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benefit year after year, with no corresponding benefit going to

consumers.

Regulatory relief for AT&T should be halted pending pass-through of
access charge reductions.

The Commission should reject any further regulatory relief for

AT&T until there has been a strict accounting for AT&T's access

charge pass through. 11 Specifically, the Commission should

investigate AT&T's past failure to pass through access reductions.

Moreover, the Commission should amend its rules l2 to require AT&T

to pass through a proportionate share of access charge reductions

in the form of dollar for dollar price reductions to its basic rate

customers that do not benefit from a discount or promotional plan.

Sixty percent of AT&T's customers have usage levels that are too

low to qualify for a discount plan,I3 and otherwise would reap no

benefit from even the so-called partial pass through announced by

AT&T. The residential index proposed by the Commissionl4 will give

further protection to AT&T's basic ratepayers.

II The Commission has recognized that this proceeding is an
appropriate forum to raise issues concerning AT&T's failure to pass
through access charge reductions. See AT&T Corporation's Petition
for Waiver of Section 6~.47(f) (2) of the Commission's Rules, Order,
DA 95-1452, ~ 2 (Com. Car. Bur. rel. June 29, 1995).

12 See 47 C.F.R. § 61.44(d).

13 Policy and Rules Concerning Rates for Competitive Common
Carrier Services and Facilities Authorization Therefor, CC Docket
No. 79-252, Further Opposition of Bell Atlantic Corp., BellSouth
Corp., Pacific Telesis Group, and SBC Communications Inc. to AT&T's
Motion for Reclassification as a Nondominant Carrier at 11 (filed
June 9, 1995) ("Further Opposition", Attachment 2 hereto).

18,

14

1995)
Further Notice of Proposed Rulemaking, ~~ 64-65 (rel. May
( "Further Notice") .
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AT&T is still a dominant carrier.

AT&T's failure to pass through access charge reductions is

further evidence that any consideration of AT&T as a nondominant

carrier, as referenced in the Further Notice,15 should be rejected

at this time. Through its failure to pass through access cost

reductions, as well as actual increases in rates, AT&T has led an

oligopoly that increasingly and in lock step has set rates far

above costs .16 There is no reason to expect AT&T's market power

to dissipate until such time that major new competitors are allowed

to enter the long distance market.

Exogenous cost treatment for accounting changes should be uniform
among price cap companies.

The Commission erred in disallowing exogenous treatment by

Local Exchange Carriers ("LECs" ) for costs associated with

accounting changes. 17 Nevertheless, the Commission is correct in

its tentative conclusion that it can not vary this decision for

selected groups of regulated companies. 18 Appellate courts have

stressed to regulators "the importance of treating similarly

situated parties alike or providing an adequate justification for

15

16

Further Notice, ~ 3.

Further Opposition at 6-12.

17 Consequently, Bell Atlantic has sought review of the
Commission's decision before the U.S. Court of Appeals. Petition
for Review, Bell Atlantic Corporation v. FCC, No. 95-1219 (D.C.
Cir. April 19, 1995).

18 Further Notice, ~ 70.
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disparate treatment. "19 There is no basis for disparate treatment

here. Absent a change in the rule for LECs, the Commission should

impose the same requirement on AT&T.

Respectfully submitted,

Edward D. Young, III
Michael E. Glover

Of Counsel

Dated: June 30, 1995

ce~~
Edward Shakin

1320 North Court House Road
Eighth Floor
Arlington, VA 22201
(703) 974-4864

Attorney for the
Bell Atlantic Telephone
Companies

19 See, e.g., McElroy Electronics Corp. v. FCC, 990 F. 2d
1351, 1365 (D.C. Cir. 1993).

6



+---_ .

ATTACHMENT 1



4-----

COMPETITION IN TIlE INTERSTATE LONG-DISTANCE MARKETS:
RECENT EVIDENCE FROM ATleT PRICE CHANGES

Natioaal Ecoaomic ReIcan:h Aaociues, Inc.
O. Main Street

CllDbri4le. Massachuseas 02142

William E. Taylor
Study Director

March 16. 1995
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bave fIJlen by lbaut 50 pcrceIIt siDee 1914, wbiIe Iq-dilllDce pricw bave taIleD l1IbmDIiaJJy

less. ne diveraeaee iD price IDd COlt reduc1i0lll bas allowed ATAr's per-miDu. DIIfJiDs to

increue on a volume of minDs dIat is ... dIaD it wu in 1914, even tbOUlh its share of

total switebed iDtcmaIe mimar.cs bu dropped by about 25 pacem over tbe same period.

Evideace from me re1IIioaIb.ip IIDOaI prK:e, COlt, and ATltT'. ftnIHpeciftc price elasricity of

demaDd sugafI pricq bebavior uUlrly iDcoaIiIIInt with pril:e-1Uiq finDs in a competitive

market.

At die outM, we IbclUId be clllr GIl &be objective. Tbe 1011 of die S1Udy is to

IDIUUIC tbe ... of OI'4*i_ pra nllpY ill • ....,.... 1DIIbt 10 c:bIDps ill DIaI'ka

maqiDaI COllI. A~ in caniIr Mall prices islD eumple of a IIICb a COlt cbaDp, IDd

we would lib to mow bow, or ill wbaI .., me uanchMae cmim bave been campeJ.Jed

by compecilive forces to flow IUCh COlt cbanps Cbraqb to~n ill tbe form of price

cbanr. ObIerYe mat simply ccqciaI dII chaDp ill lq-4illlDce prkc per lDimlR wilh me

cbaD&e in KQ\U price per mi•• daeI DDt .... me qUCIIioD 1IIiIfIctori1,. If ICCIII cbarpt

were Ieduc:ed by a pm:lY per miII* but Iabar COllI fC* by a~ per mmuce, we wCllld not

QIJICt m-......... CIITien to redia ........ prices by a peaay. SimiJlrly, if ICCesI charps

feD a perm:y per mi'· wbiIe CIpbal COllI feU by IIJI"ber ...., per ...., a aae-<leIJl redacdon

in price would DDt tully flaw 1bIaIIh carrier accas reducUODS to CC*''DM''S. To .renzWie tile

likely effect 011 price-aIl ... equal-of a reductiOG iD accea c:bqes. we have to eompare

hillOrical price dMnr to III COlt cbIIIps or ,...,-te cunem price cban.. to put price

emr·
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A. PePin II ,.. r $ I rna"'.... *" 'T77 ... Ora.

OUr pmicus -..-. va"" AT.t.T tariff ftliDp siDce 1984, agrepciDa dae millie

etrecll of iJaIlQIE lq..... price dPnps IIIl KCIII price cbaps. We showed rbar from

diveItiaue in 1984 tbrouIh July 1992, ATAT repex_ o.l1·ave 11IIIII1 access c:barp reductions

of S10.131 bWioI1 aDd reductiaas in adler aDDWll COllI beyoad irs CODttol of SO.733 billion. for

a toW reclucQoa iD COI1I of S10.164 billion.· Over die same period., AT"T prices to its

CUI10IIIKI feU by $8.223 bi11ioD per year. Tbus. deSpia die loa of Jllll'UI sb.are. mauive

pr-.n in .. iaad.. Iq-diftWt: .... still pamitIId ATilT lID rUle hs prices by $2.641

blllioD per yar, D8t of II:CIII charpI.

To judp die ... of CUJll*idara ialplild by .-e prke cbaDps. we Deed to kDow

wbIl bIppewd to iDdumy COllI adler 1baD access cblrps or wbat bistorica1 rata of c:baDp of

10Dl~ prices bave beeG. We Ibowed dial ATAT's bat.. 10Dl-dis'a1P prices (Del of

inftatioIl IDd IepII'a1icm cbtc•••) feU DIICh lea npid1y dDriDI die 1914-1992 period wben

compared wilb me deC'des befan campeti1ioD UId diveIdan. From Ibis resu1t, we CODCluded

tbat ill..... toll ~1iaD IiII:e 1914 -. DOl led to lower prices in die agrepte market

or to lower prices for psjderwjel IIIl 11III11 busi... c:ustomIn.-s

4~ "1" •• .. efAT&T -. To. __ AT&T .. IllllIO ......
...... _ aI.,It •• tI_ II , _..,. 1M 10 .-or~ ....... fine n":r_ 10 .. c zq lilion.
ill iw = I " S10.' ,.,. If,..... dille IlIIIdIIioIaI COIl ......
.... ...... u • __ • ATATs -.- d'm .-w..

'Taylor and Taylor. &.Jii&.. p. 119.
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study updates our previous

results' and finds a similar

JIlIn 1
ATaT COlt .. Price CIIaqea

1991 • 1995

paaem in recent periods.
SBiIIanI
0.6.-------------.....,
0.4

0.2
0.0

-0.2

-0.4

-0.6
-0.8'---~ :...______J

o.t a.1gI8 Praa-..

biUiOD

Since the advem of price

prices by $'8 lDillioD per

year. while ICCeII cba1Je

cap repJaIion for !be local

excblap carriers (LECa)

in 1991, AT&T baa railed

$0.644

dlat pertain to die iDduI1ry were SO.181 billiOll.' III ocbIr words, AT"T prices fell by about

$.561 million (am"any) .. IbID ICCCII cbarpllDCl ATArs iDdus1Iy-lpeCiftc UOICDOUS COIU

fell. (See Fipre 1.)

SiDce divClUDue, ATAT bas reduced ill prices by $8.521 billion, while its access

cbIqe upeadia.ua fell SlO.29t billion aad ill uoaeooua COlIS dropped by $103 million. (See

Fipare 2). Over me eDIire period, ATAT's price reductioaa were leu thaD ill access chirp

'My _"" __ AT.T price cap fUiIIp dnaI' Tr..... No. '11•. fiW CIa F*uIry 16. 1995. to be effect.ivc
011 AprIl 2. 1995.

'011I, .'I.la. ca. ........ ..,., ..-Jly 10 all firms in me ..., could be ............ in 10000~iSIIra price
cMaps ia I co.,lcilivc _~iIII,,'" 1MIUt.
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I'll' • 2
ATilT C.... PrIce ChI...

11M -UH

• 8I1ion.

o
(2)

(4)

(I)

ca)
(10)

(12) '---e-oet--c-h.-"I-.----,-.-c..;....-n-..---..J
• Acceu Ch...... CJ AT&T Eugenoua e....
• AT&T JtriaM

Sou,..; ATIT .... c., .....

lid exopaous cost

I'Iducdoas by S1.881

bUliOD•

simple

of KCeII cbarps bas two

Idvaaraps: (1) it is

reuoaably simple ro

calculate; aDd (2) it is

cbIrp IDd aopaaus COIl cb srI). Our pre-1989 ......... ..-.ny qree wi1b rboIe of

the fCC Staff aad ATAT.· UDder prke capI. die Clk:ulldoll at AT.tT's ICIII1 price index

(API) for each baIbt "",iII all ~ 1111 DaIIIl'Y iIItormIdoD to calrvJate ammal revenue aDd

IPo1icJ ...... e- DI h c:.nen.' 7 .. D1 .' 1.,.... Ne. gf PI , ,.,
''''-S·- CC DocIra Mo. 1'7-313 PCC 1a119M.29M ... 3335.'''1 (1~.
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1.1 IDd 0.7 perceDt ...'1, ill die posc~vel1ilW'e IUd L£C price cap era. respectively. 12

"'3ATAT Till ... A_ Prk:e IIIdIeII
110 r---------------------,

10

'D

UDder

price cap rep1atioD. our

raults Ibow mat a price

iDdex of AT~T services

feU by • puller amoum

COllI. Pram tbIIe resu111.

it is appanut mat me

ill the iDterItaII: loaI......... a.bU aDd price cap ~.dOD of AT&T bas DOt produced

attribl8d ro die .."'my policies dill !lave low.. ICCIIIS dIaqa: ill pmicular. IUbIcriber !iDe

cbqes......... iefona. ....... die ATAT price ClIp period-dIe~ of price

cap replatioD. for LEe accea services.

I~ ofrtll.._.n._ ., ....d '.ia_ _~I_

c:IIlIrpI -.;or f1, 1M . Uy .. t I.d price CIfS 1M IIIIIlI CIInier ICCiIII dIaqcs
sipificIMIy from 1914 I•.
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I. ,. F ...• ..... Net", A1

Altmlllive ... bave beeD propoIeCI to 1DIUUn die eft'ecu of acceu cbarp

CUnaeS on consumer 1o..~iIamce prbs.1J IIIIwd. of c:alcWadDI iDdjew of prica. mae

metbods UIe averqe rev.. per mimlle (ARPM) lad avenae KeelS cast per minute (AAPM)

IS surrop_ for loqoodi.lllla aDd carrier aa:ea prices. 1be rue of arovnh of the ditlereace

beftleen mae series is tba tUa IS ID indaor of me depee of price compeIitioD ill 1bc

JDIIbt.

1. 1'IIIer1

dapiII a 1011I hiItory of ...... 10 m.... die c&ct of pric:c ch,.. OIl COD"''IM'!!' welfare,'·

tradiliODll .... D g'fil_ ........ upIaiIa:

lis..•.•.. L 11III. -t.w n; ,.. .... C & ' iF ,-~ Ie .11Ii' ...... MIllo
PIrk. CaWwtia. o.a. 1_; N ~T""_II I., .. UIII1 AiIII5I. 01 .. S's 'flU
~"" I '. Uti••., All I « W p' ',... PIIlUc Ud1IIJ lUI [11'0. '7111~
W-. Ca _. _ 6-1. I""; _ DoL' .au -.r 1 iii.I., • .-.&t 01 AT&T c.- .... tsf

Pi' 18c.• DocIriM No............, 23. 1195. p. 6.

'''see. c.,.. DiIweft. W.E.• -,.. iIdy m-r, of PriIa 1IIlIe& a-aa." HID ...... ".. 2113. ~... bll t9ll.

lSsee. e.I.• PildIf. "De Calf UN PriDlIada:' t tyWa COI&lIPII"~." JIt1IIIIIl1 LiJINw llnWwu Dec_ber 1m.
pp. 3-12.
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is idladcal. Por n .... ...,.,. (l) !be price of IIl'Vice A is ~ cIoUar PIt m.iIaIte. leD

mJDuras are sold. lid tile A~ ellsQcity is -4.2. lad (if) IefVi&:e B baa a price of fifty

ceDIS per min... a demand of teD nrim- lilt ID. OWD-price e1aIicity of ·~.o. If each of me

service prices decreues by 10 perceDt. ARPM will dIc:reue by 17 percent In this cue, a

chaDle in ARPN oylfMlimew dII ex_ of tile price c:b'. by about a flcror of two. Noce

1bat die problem does DlX .. 1bIaUIb~ ....!¥I. far die praduca are indepeDdem

in tbiJ eumpIe-but ramer becIu. of 1be iDIdequIcies of die iDdex itlelf.

Tbe same~ of AIPM waWd aft'ect ID access per minue (MPM)

-..x. If c:a.mws' _ far bypIu ..... (far aample of improved repuIatioDs

.. recapitiGD of aI ve accea pnwitkn) dIIDp over 1imI, IMD MPM will be similarly

billed .. a of ICCIIII price ... We wauId....,.. npect AAPM to be ..

lUlCepdble to die iDfinDiIiII delcnW Uove siDce ICmII cbI.qIII are DOC ctitferM!i'ted by

CIIIIOIDer type.

2. ellE, r1I as fII till J ...

C*"__ AllPM _ 01 ....~ far AT.T or 1111 ...... of~

curim is a cliffrcult prcaIIuIe; iDId. III i·..... ODe UIiIII dill coafiDId 10 me public

record. Oddly, ill this rap's.d iDIIuIa'y, dIae is 1m avalJabJe ..... of ATAr or iDduIcry.

wide IWiU:bId cc.MIlIdaD ..... of UII (iI8I.., iDIrIIDIe or toIIl) or iDIa.. reveaues

from nriII:bed • rica. SwtIcbId carrier access milia. are available for ATAr mll die

iDdIIIRy. 'but die powtb of bJp.- (or ....ic:a IUdl as MepcaD) DIIIla bM.. carrier acceu

mimi.. a poor .... of 1be derpand far iIDi_ switcW ~iccs. A£ a result, die
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own LupeynI __ illbowD ill Table I, below.

TallIe 1
HI .... T.....

UII_U.

Var Proftuor AT.T NEllA Adjuasecl
Hall Price 1.atpeyrII II8maIe

IDda __ of ToU CPI
AT&T

1915 100.0 100.0 100.0 100.0u. 59.2 75.2 71.2 76.0

(1) Prall•• HIll's -.dy:a (2) 111I AT.T u._ price iadII; (3) our LIIpIyI-. price iadIx;

ad (4) tile CPI m._ 1DIl .

price iDdn.. IdjuII8d by 0.9

... L..... ATilT CPl

aamwUpI to 100 ill 1915. 1111

table sbows 1bII Pra••Dr HaD',

1919 prices lie .fttmW11y

...
L. ....

ATIff

CPI

0.'"
0.995 0.•

0.912

0.962 0.97~

0••

0.'" 0.997

JDaaJI D.- .4tj, tv...... 4... --.

l'ATAT ct I.~ __ CIIIIIe ................... CcCm_.'alfliajoet. C ·F•• AlriJ27.

1910. Af' ••dill •• Pipn 10..........

Us+--. aDd ...rs. • ... Tillie II.
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PWIP. ARPM .. AAPM r.- about 0.7 percaIt per,.. over die 1989 - 1994 period. Tbae

raW.. are sbowD ill Pipre 4.

c. Dns't-

......
AJIPM Net of ue- ClllqelIIM:nued for•.*_ 1-,.....-------------,

A compariIoa of price or ARPM

indices for ton ad CII'rier ICC8II iI DOt die -

-acceu c1Iarp redw:daIII will be pUIICl

rhrouP to iDIem.ue nrepayen. A proper -

... .. .. - ......
over time between cbmps ill COllI aDd cbnpt in prices. ID a more detIiled aDalysis. we

eft'ecUve compeddon in lq-cliltNr mil" couk1 have produced very larp consumer beDefits.

emIy a frKtion of tboIe poeIIltill1~ bave bleD ruU", III lddiIioa. producer beDefits

(eccmomic profitI) have iDcte•••d dm'iDI a~ of a1JeIedly iDcreM.d competition. flowina

beDefiti of cost ad ICCeII cbarp reductioas to iDIIrucbaDp CMIpIDY slOCkbolden rather than

customers. ATAr. maqiDI have iDcraaecl. aDd it collecu IhoIe IDII'IiDs on all DeW minutes

stimulated by tile price reductioDs CIUIId by access cbarp redu.cticms. Accordina to the 1994

(t)ow COlt of.~ services decliDes...delpite hiper
volumes. in part bIcauIe of reduced prices for CODDICtiD& custOmm
throup local DetWOrks. In addition. we improved our efficiency iD
network operadODS. eDliDeeriDllDd operator services. With lower com
and hipr revenues. the &rQIS marlin percnraae rose to 41.8" in 1994
from 39.011 in 1993 and 37.2" in 1992 (at 24).
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IIlI11aft, rII"""d hA_ ccllllfMi1jnn bII DO( yet broqbt die 117__1 redudioas ill prices

that would be &'IJ*IId to ariIe from viaorou toll compedtioD combiDld with CODIidIrabIe

reductioM ill COlts.
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